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Severance and Federal Mineral L ease Revenuesin Colorado
are dominated by natural gas

Total Federal Mineral Lease Revenue State Total Severance Tax Revenue
to Colorado by Mineral Type by Mineral Type
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One measur e of wherethis production isoccurringis
the mineral based property tax revenue as a per cent share of
total property taxesin a counties.
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Colby's Fearless Forecasts:
- All forecasts change

- We need to put up versions of the long view
so we can discuss what is possible and what to do about it.

- Hereisa sketch of a possible future so that we can conduct

Shared
Structured
Educated
Guessing
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The big moving partsin these forecasts ar e

- The price of natural gas,
- Interest rates on the large investments needed,
- The prospect for natural gas production from various geological formations
- Environmental and regulatory approvalsfor large scaledrilling,
- Pipeline capacity to markets far away,
- Big competitor s against Colorado natural gas:
1) Alternative fuels coal and oil
2) Importsof Liquefied Natural Gas (LNG)

3) Canadian and Alaskan natural gas
4) Conservation
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When we project all the current oil and gas production fields
we get a peak for Colorado production around 2012.
There are more Colorado production fields being explor ed.
Who knows what the future holds?

Oil & Gas Production by Production Quads
in Millions of Barrels of Oil Equivalent
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Much of Colorado natural gas must go long distances
in pipelinesto markets, ]
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Other states, with many oil and gasfields, have gone through similar mineral cycles
showing a build up, peak, and decline pattern on a 50 to 100-year scale.
Colorado is4% of national production.

State Oil and Gas Production
in Million Barrels of Oil Equivalent (MBOE)
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Natural Gas Transportation

From Canada to Out of Rockies
Northwest 3,677 MMcfd From Canada to Midwest
4,643 MMcfd (+5%) (+10%) 6,971 MMcfd (0%)

Into the Chicago Area Hub
11,867 MMcfd (0%*)

From Canada to New England
1,158 MMcfd (+1%*)

Into the Boston Metro Area
2,247 MMcfd (+2%*)

Into the New York Metro Area
3,568 MMcfd (+9%*)

Capacity (MMcfd)
as of December 2002

Into Northern California
2,391 MMcfd (+14%%)

Into Southern California
5,752 MMcfd (+10%¥) Y4

From Gulf Coast Production — = Direction of Flow

O/ % S < —Rgi.di n
From West Texas/Kansas/Oklahoma to Midwest 25,127 MMcfd (+5%) =Bldirectional

7,045 MMcfd (+3%%)

* Percent change since 2000.
Source:Modified from Energy Information Administration, GasTran Gas Transportation Information System,
Natural Gas Pipeline State Border Capacity Database.



With thismany moving parts, the future of natural gas prices
ISquite uncertain, but certainly variable.

Colorado Wellhead Natural Gas Prices
with Projections in Real Dollars
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Millions of Dollars

27-Jun-07

Either way, it will beawild ride.
Under a moder ate price scenario,
federal mineral lease and severance tax revenues double.
Under a higher price scenario they triple.

Public Revenue to Colorado from
Mineral Production
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Half of severancerevenue has goneto local governmentsviathe
Energy and Mineral Impact program. The other half now goesto
programsin the Department of Natural Resour ces

Total State Severance Tax Revenue
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Federal mineral leaserevenuesto the statearedistributed in a
complex “hold harmless cascade’ formula set in state statute.

FEDERAL MINERAL LEASING ACT . COLORADO MINERAL LEASING FUND
- Net of administrative charges, returns 50% of rentals and royalties -Colorado statute (CRS 34-63-102) directs that in the distribution of
from federal lands in the state of origin. these funds priority shall be given to school districts and political sub -
- Directs that such funds be used by the states for planning, divisions socially or economically impacted by the development or
maintenance of public facilities and services in areas of the state construction and processing of the federal minerals.
Socially and economically impacted by mineral development. - Distributes the amounts originating in each county as reported by the

Federal government under the following "cascade" type of formula:

/\<‘ FIRST CUT: <__\

50% 25% 15% 10%
To the county area of origin To the State Publi School Fund To the Department of Local Affairs To the Water Conservation Board
up to $200,000
SPILLOVER $10.7MFILL-IN BALANCE
All funds from counties whose State Public School Fund gets all the spillover Funds in the spillover in excess
50% share went over$200.000 ) up to $ 10.7 million » of $10.7 million
SECOND CUT *r—" ———— ==  OVERFLOW
All county areas who contributes to the SPILLOVER gets All funds from counties whose 50% share went
what remains of their 50% in the BALANCE up to a total over $ 1,200,000

limit of $1.2 million per county area. These funds are
distributed to counties school districts and towns

As follows THE OVERFLOW SPLIT
50% of the overflow goes 50% of the overflow goes
/ to the State Public to the Department
SCHOOL DISTRICTS School Fund /of Local Affairs
get at least 25% of each county's

total distribution DIRECT DISTRIBUTION

COUNTY 25% of the DLA 50% overflow
TOWNS Gets the residual is distributed to cities

Get at least 37.5% of each county and counties on the basis

area total distribution above $250,000 of employee residence reports.
Calendar Year-> 2002 2003 2004 2005 2006
Total Receipts $M $41.8 $62.8 $89.9 $114.8 $144.1
Counties $4.0 $5.2 $5.6 $6.2 $6.2
School Districts $2.1 $3.0 $3.4 $3.7 $3.8
Towns $2.0 $2.9 $3.4 $3.8 $4.0
CcwcCB $4.2 $6.3 $9.0 $11.5 $14.4
State Public School Fund $22.2 $31.2 $44.1 $55.9 $70.4
DOLA Grants $7.1 $13.0 $21.7 $29.6 $39.4
DOLA Direct Distribution: $0.3 $1.2 $2.7 $4.1 $5.9
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L ocal communities get over 85% of these revenues,
much of it through state redistribution programs.
In the end result, schools get around 37%

Transfer to GF DNR Programs
9% 9%

FML Treas to DoLA Admin
Schools — = T 1%
1% \4{
State Public Local Direct to
School Fund City & County
24% 11%

Local Grants

45% Distribution of State

Severance and Federal Mineral Revenue
2006
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Other states mineral revenues ar e substantial.

Severance and
Federal Mineral Lease Revenue
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Severance Tax isthe most variable between states

State Severance Revenue from oil and gas divided by O&G
Production Value
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Colorado Department of L ocal Affairs.

http://www.dola.colorado.gov/L GS/FA/EIAF/dlide_show.html

Energy and Mineral Impact Assistance
Background Paper s on Public Revenue from Mineral Production in Colorado

Thelist below giveslinksto detailed information on public revenue from mineral production in Colorado.

1) Mineral Revenuesto the Public Sector in Colorado aseriesof 38 graphic slides describing the history of mineral
production in Colorado, the public revenues generated, and the distribution of theserevenuesto state and local gover nments. A text
and table version of thisinformation isavailable at Mineral Tables

RELATED INFORMATION LINKS:
Colorado Oil and Gas Conservation Commission:  http://oil-gas.state.co.us/
U.S.Dept. Energy - Energy Info Administration:  http://www.eia.doe.gov/
U.S.Dept Interior Mineral Management Service:  http://www.mrm.mms.gov/Stats/statsrm.htm
Colorado Division of Property Taxation Annual Report: http://www.dola.state.co.us/PropertyTax/Publications/Publislintro.htm
Colorado Department of Revenue Annual Report: http://www.revenue.state.co.us/Stats Dir/wrap.asp?incl=taxstats
Colorado State Treasurer Paymentsto Local Governments: http://www.treasurer .state.co.ugtransfersifed funds.html
Colorado Division of Mines Reports: http://www.mining.state.co.us’DM G% 20Reports.htm

Colorado Geological Survey Report: http://geosurvey.state.co.us/portalyO/MMFE 2004 small.pdf

2) Severance Tax Revenue Projections M ethods a paper describing the economic dynamics of the state severance tax and
methods to project state severance tax revenuesinto the future.

3) Federal Mineral Lease Distributionsin Colorado apaper describing the statutory distribution of these fundsto Colorado
state and local governmentswith a table of figuresand flow chart.

4) Payment in Lieu of Taxes (PILT) program descriptions Three programswith tax exempt lands make paymentsto local
governmentsto off set lost local tax revenue.

5) Why is Severance Tax so variable? A two page brief with chartsto explain the structural reasons why severance tax revenue
tothe stateisso vairable.
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